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NOTE

In recent years there has been increasing interest in and study of
how health care is delivered in the United States. With the steady
rise in both public and private expenditures for health, further
research into the delivery of these services can be expected to
continue.

For many years the Social Security Administration has published
data and analyses on the growth and development of private health
insurance. A significant development in this area has been the
service these organizations provide as intermediaries or fiscal
agents under Government health programs. This study brings together
the available information on the administrative role private health
insurance performs in the operation of Medicare, Medicaid, and
similar programs.

Prior to his retirement, Louis S. Reed was for many years an analyst
with the Office of Research and Statistics. The data he develops
here have been found useful for background purposes by the ORS staff
and are made available in this form for others who may find them
of use.

Ida C. Merriam,
Assistant Commis
Research and Sta

sioner for

tistics

January 1971
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INTRODUCTION

Private health insurance organizations- -chief ly Blue Cross and Blue

Shield plans and insurance companies--are being used as intermediaries
or fiscal agents under various governmental health programs, notably
the Medicare, Medicaid and CHAMPUS (Civilian Health and Medical Program
of the Uniformed Services) programs, to pay hospitals, physicians and

other providers of service for care rendered to the beneficiaries of
these programs or to reimburse beneficiaries for provider charges paid

directly. In this capacity the intermediaries or fiscal agents assume
no risk, taking or underwriting function; they are reimbursed in full by
the responsible governmental agency for all payments made to providers
of care or to beneficiaries and for their administrative expenses
incurred in carrying on the work. \_l

The pros and cons for the governmental agencies involved of this use
of private health insurance organizations and the effect of this arrange-
ment upon the organizations themselves is a matter of considerable
discussion. This paper makes no attempt to weigh or discuss these pros
and cons for the government or the private organizations. Its aim is

a limited one, merely to bring together data on the scale or dimensions
of this use as measured by persons served and amounts of money paid out
in relation to the persons served and benefit payments under the

organizations' private programs.

The dimensions of the use of private health insurance as intermediaries
or fiscal agents are substantial ; in the case of many organizations it

exceeds--sometimes far exceeds-- the organization's regular business.

In 1968 Blue Cross plans in the United States served 25 million people
as intermediaries or fiscal agents under Medicare, Medicaid and CHAMPUS--a
number equal to 37 percent of the number of persons served under their
regular business. Under these programs the plans in 1968 paid approximately
$5 billion to hospitals, extended care facilities, and other providers of

care, an amount that exceeded by 39 percent the disbursements under their
private operations. In 37 States the plans paid out more under governmental
programs than under their regular business. Some plans paid out 4 or 5

times as much as intermediaries or fiscal ag'ents under government programs
as under their regular operations as liealth insurers.

1/ Under the Federal Employees Health Benefits program the approved plans
assume an underwriting function. That program is not included in this
di scussion

,
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Blue Shield plans in 1968 served 15 million persons as fiscal agents
under the three mentioned government programs, a number equal to 25
percent of the number of their regular enrollees. Under these programs
they paid out $1.2 billion--equal to 81 percent of their payments to
physicians under their private programs. In 11 States the Blue Shield
plan or plans paid out more under these government programs than under
their regular operations.

Seventeen insurance companies in 1968 acted as intermediaries or fiscal
agents under the three government programs and paid out a total of
$940,000,000 in claims or benefit payments. The six companies with the
largest disbursements paid out $730,000,000--equal to 37 percent of
total claims expense under all their group accident and health
insurance business, with two of these companies paying out more under
their government operations than under their private group business.

SELECTION AND USE OF PRIVATE ORGANIZATIONS UNDER EACH PROGRAM

Medicare

The hospital insurance program (Part A) of Medicare uses Blue Cross
plans to pay almost all hospitals. Under the terms of the Act, each
hospital selects the organization through which it wishes to be paid
for services rendered to beneficiaries, and 86 percent of all hospitals
(as of August 31, 1969) had designated the Blue Cross Association as

their intermediary. The Association in turn delegates this function
to the individual Blue Cross plan in their respective areas. Some
279 hospitals (as of the same date) had selected one or another of
five insurance companies (Aetna, 106; Travelers, 111; Mutual of Omaha,

20; Prudential, 31; and Nationwide Mutual, 8) as their intermediary.
Some 644 hospitals, of which 408 were Federal hospitals, asked to be
paid directly by the Social Security Administration, and 104 designated
other organizations. 2^/

Approximately 54 percent of all extended care facilities selected
(as of August 31, 1969) the Blue Cross Association, i.e., their local

Blue Cross plan, as their intermediary; almost all of the rest selected
one or another of five insurance companies, most of them Mutual of

Omaha or Travelers Insurance Company. About 80 percent of all home

health agencies selected the Blue Cross Association--their local Blue

Cross plan--as their intermediary. Of the remainder, the largest
number requested payment directly from the Social Security Administration,
the others mainly selecting one or another of five insurance companies
or the New York State Department of Health.

11 Of these, 19 Kaiser Foundation hospitals named the Kaiser Foundation
Health Plan as their intermediary, 28 hospitals designated Hawaii
Medical Services Association as their intermediary (Hawaii does not

have a Blue Cross plan, only a Blue Shield plan which covers hospitali-

zation and physician services), 49 hospitals designated the Intercounty
Hospitalization Plan (Pennsylvania), and 8 hospitals the Cooperative
de Salud de Puerto Rico.
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Under Part B of Medicare, the organizations used to pay physicians
and other providers of service (or to reimburse beneficiaries when
they paid the bills of providers directly) were selected by the Social
Security Administration. As of August 1969, the local Blue Shield plan
or plans served as the so-cailed "carrier," i.e., fiscal agent in 23
States. Insurance companies served as the fiscal agents in 20 States
and 7 States were divided--an insurance company serving part of the
State and a Blue Shield plan or plans the remainder of the State,
except that in New York State, Group Health Insurance, a non-profit
community individual practice plan, was selected as the fiscal agent
for one county.

CHAMPUS Program

Under the Civilian Health and Medical Program of the Uniformed Services,
the Defense Department selects the "contractors" to pay hospitals and
physicians. It has designated the Blue Cross Association, i.e., the
local Blue Cross plans, as the contractor or fiscal agent for paying
hospitals in 33 States, the District of Columbia and Puerto Rico, and
has designated Mutual of Omaha as the contractor in 17 States. In
general, the States along or near the Atlantic or Pacific coast are
served by Blue Cross; while the States in the central portion of the
country are served by Mutual of Omaha. In general the Defense Depart-
ment designates the contractors to pay physician claims in conformity
with the wishes of each State's medical society. In 36 States in 1968,
the contractor was the local Blue Shield plan or plans; in 5 States
the State medical society, in another State the medical society and
Blue Shield; in 2 States the medical society and Mutual of Omaha; in

7 States an insurance company (Mutual of Omaha) ;and in 1 State, Alaska,
the Blue Cross plan (Alaska has no Blue Shield plan).

Medicaid Program

The situation under the Medicaid and related State welfare programs is

a fluid one. The Federal Act providing for Federal aid to the States

leaves the responsible State agency free to use a private health
insurance organization as a fiscal agent in paying for one or another
type of care, if it so desires. The State programs, beset with difficult
administrative problems, have shown an increasing tendency to make use

of private health insurance organizations as fiscal agents.

As of January 1, 1970, all except two of the 54 jurisdictions (the 50

States, the District of Columbia, Puerto Rico, the Virgin Islands, and

Guam) had Medicaid programs. As of September 12, 1969, according to a

survey made by the Social and Rehabilitation Service, of the 49

jurisdictions that then had Medicaid programs, 20 did not use an

intermediary or fiscal agent to pay for any health service; 19 used

the local Blue Cross and/or Blue Shield plan or plans to pay for either
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hospital or medical services or both; 2 used insurance companies; 3 used
Blue Cross - Blue Shield for some services and an insurance company for
other services; and 1 (Washington) used a dental society dental service
plan (Washington Dental Service) to pay for dental service but paid for
all other types of care directly. Of 5 States which did not at that
time have a Medicaid (Title XIX) program, all used a fiscal agent,
namely. Blue Cross and/or Blue Shield, to pay for one or more types
of care provided to assistance recipients. The fiscal agent may
determine amounts due and pay the provider, or simply determine the
amount due, with the State program actually issuing the check.

At the end of 1968--the year to which all statistical data in this paper
relate-- 23 States used Blue Cross and/or Blue Shield plans to pay for
one or more services under their Medicaid or related welfare programs,
and 9 States used insurance companies as fiscal agents for one or more
services (in three of these States the insurance company paid only for
dental services). 3/

Other Programs

The Veterans* Administration was, it is believed, the first governmental
agency to make use of private organizations as intermediaries to pay
for services under its medical program. Beginning in 1945 and 19A6,
it contracted with the State medical society in certain States to pay
private physicians for medical services rendered to veterans under the
so-called "Home Town" program (wherein veterans with service-connected
conditions could get service from hospitals and physicians in their
home area, and not have to come to a Veterans' Administration medical
facility). At the height of this development, in 1946-47, it contracted
with 18 medical societies to make such payments. Some of these medical
societies may have turned to their Blue Shield plan for assistance in

doing the work.

In recent years the Veterans' Administration has changed to a system of

paying physicians directly. The last contract with an intermediary
was terminated in 1969.

Under the Federally aided State Crippled Children's and Maternal and
Child Health Services, which had total expenditures in 1968 of over

$300 million, some State and local programs in the last few years have

_3/ In one State, Texas, which uses Blue Cross - Blue Shield under its

Medicaid program, the plan functions on an underwriting rather than
fiscal agent basis, i.e., the State welfare department pays a specified
premium per month for persons or families eligible for service. Since
there are arrangements for retroactive adjustment of premiums, there
are differences of opinion as to whether the arrangement is on an
underwriting or fiscal agent basis.
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found it desirable to make use of Blue Cross and Blue Shield in making
payments to hospitals and physicians. As of May 1970, the programs
doing this were the following: the Missouri Crippled Children and
Maternal and Child Health programs; the Tennessee Crippled Children
and Maternal and Child Health programs; Allegheny County, Pennsylvania,
Maternal and Child Health program; New Hampshire Crippled Children
program; New Jersey Crippled Children program. Mainly it is Blue Cross
that is being used to pay hospitals since under most programs, physician
service is provided by physicians engaged on a retainer basis. In some

States the plan simply determines the amount (per diem cost of hospital
care) due the hospital; in other States the plan also makes the payments
to hospitals. Some State programs are also making use of local non-

profit dental service corporations (dental service prepayment plans
sponsored by dental societies) to make payments to dentists for services
rendered.

A considerable number of local Head Start programs are making use of
dental service plans for making payments to dentists. These organiza-
tions are also used under various other programs. In fact the Delta
Dental Plans Association (affiliated with the American Dental Association)
reports a total of 195 different public programs serving 274,000
beneficiaries, which use dental service plans for making payments to
dentists. The list includes 147 Head Start programs serving 47,000
beneficiaries, 7 public assistance programs serving 180,000 beneficiaries,
8 Title XIX programs serving 16,000 persons, 10 Community Action pro-
grams serving 2,400 persons. 4/ While generally private health insurance
organizations are used as fiscal agents because of their experience in

making disbursements to providers, some dental service plans are being
used that have no private contracts-- they were apparently organized to

serve as a conduit for making pajrments to dentists under a public
program.

The Model Cities health programs that are in process of development are
making some use of private health insurance organizations in providing
care to beneficiaries. Under the Model Cities program the Department
of Housing and Urban Development (HUD) provides grants to cities for

programs designed to improve a specific area in a city designated as a

"Model Cities Area." Such grants may be used for housing, educational,
health, recreational and other purposes. Model City programs for health
care are just beginning to get underway. As of May 1970 at least three
programs making use of private health insurance organizations are in

operation-- those in Huntsville, Alabama; Charlotte, North Carolina;
and Seattle, Washington. The Huntsville program involves enrollment
of a small number of residents of the Model City area with an insurance
company which has contracted to provide specified health benefits for

a specified premium. The program in Charlotte, North Carolina is of

the same nature, but the contract is with Blue Cross - Blue Shield.

That in Seattle involves provision of health insurance for approximately

1,000 families, 500 of whom are enrolled under a contract with

^/ Delta Dental Plans Association, Monthly Coverage Report Summary .

December 31, 1968 .
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the local Blue Cross and Blue Shield plans and 500 are enrolled under
a contract with Group Health Cooperative of Puget Sound. In both cases
the plans have agreed to provide specified health benefits for a specified
premium per enrolled family.

These programs thus far involve use of voluntary health insurance
agencies as insuring organizations and not as fiscal agents but they
deserve mention since use of private health insurance organizations
under Model City programs, either as fiscal agents or insuring organi-
zations, may become a vehicle for bringing health care to considerable
numbers of persons.

EXTENT OF USE UNDER THREE PROGRAMS IN 1968

The remaining portion of this paper will provide statistics on the
extent of use of private health insurance organizations, as measured
by number of persons served and amount of claims paid, under the three
main existing governmental programs, Medicare, CHAMPUS, and Medicaid.
The first section will deal with the use of Blue Cross- Blue Shield
plans, the second with the use of insurance companies, and the third
with the use of other organizations.

All data on number of persons served relate to the end of 1968 and all
financial data relate to the calendar year 1968. This is the latest
year for which complete data are available for all programs. The
situation as regards use of private organizations as intermediaries or

fiscal agents was not materially different in 1969 from that in 1968
under both the Medicare and CHAMPUS programs. The Medicaid program
reached a fuller state of development in 1969 than in 1968 and more
States made use of private health insurance organizations as fiscal
agents.

BLUE CROSS - BLUE SHIELD PLANS

Number of Persons Served

Blue Cross . --In 1968 the 75 Blue Cross plans in the United States had

an enrollment of 67,958,000 persons for hospital benefits under their

regular business. As intermediaries or fiscal agents under government
programs--Medicare Part A, CHAMPUS, and Medicaid-- they served 25

million persons, a number equal to 37 percent of the number served

under their regular business (table 1). ^/

^/ All sources of data and methods of estimation, where estimation is

required, are set forth in the concluding section of this paper. It

should be understood that many of the persons served by Blue Cross
under Medicare are also served by Blue Cross under its regular business.

The same goes for Blue Shield and other carriers.
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The Blue Cross plans were serving 19,500,000 persons under Medicare
Part A at the end of 1968. This figure represents 29 percent of the
total number of persons covered for hospital care under their regular
business. In 13 States, the Blue Cross plan or plans served, as inter-
mediaries under Medicare Part A, a number of persons equal to or exceed-
ing 50 percent of their regular business enrollment. In 4 of these
States Blue Cross served more persons under Medicare than it did under
its regular program. The Montana plan served 69,000 aged persons as
an intermediary under Medicare--35 percent more than the 51,000 enrolled
under its regular program. The Sioux City, Iowa, plan served 78,000
persons in South Dakota under its regular business; it served 81,000
aged persons as an intermediary under Medicare.

In general the States in which the number of persons served under
Medicare was high in relation to the plan's regular enrollment were
those which had enrolled only a small percentage of the State's
population. About 10 percent of the country's population is 65 and
over and covered under Medicare. Where a plan has enrolled only, say,

20 percent of a State's population and 10 percent of the State's
population are covered under Medicare, the number of people served by
the plan under Medicare will be 50 percent of its regular business
enrollment. Where the plan has enrolled, say, 50 percent of the State's
population, the number of people served under Medicare will be around
20 percent of its regular enrollment.

Under the CHAMPUS program approximately 1.3 million persons were served
by Blue Cross plans acting as contractors or fiscal agents. This
number of persons constituted 2 percent of the regular enrollment of

all Blue Cross plans. In a few States--Arizona
, California, Montana,

Washington and West Virginia-- the number of persons served by Blue
Cross under CHAMPUS exceeded 10 percent of the regular Blue Cross
enrollment.

The number of persons served by Blue Cross or Blue Shield plans under
the State Medicaid programs cannot be stated in the same terms as under
the Medicare and CHAMPUS programs since the Medicaid programs, at least

insofar as they give care to the medically indigent (i.e., persons not

receiving cash assistance), do not serve a defined eligible population
at risk in the same sense as the enrolled population under private
health insurance or those eligible for care under Medicare or CHAMPUS.
Lacking any better basis, the number of persons served by the plans

under Medicaid programs was calculated as the sum of (a) the number of

persons who received money pajrments in December 1968 under the four

cash assistance programs (Old-Age Assistance, Aid to the Blind, Aid to

the Permanently and Totally Disabled, and Aid to Families with Dependent
Children) and (b) the number of different persons not receiving money
payments for whom vendor payments for medical care were made under
Medl-izaid or other public assistance programs in the first six months *

^
of 1968.
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On this basis it may be stated that Blue Cross plans served approximately
4 million persons in 1968 as fiscal agents under the Medicaid (Title XIX)
programs of 18 States and the related welfare (non-Title XIX) programs
of 5 other States. ^/ This number of persons was equal to 6 percent
of Blue Cross* national regular enrollment. The relation between the
number of people served under Medicaid and related programs varies
widely from State to State depending on the percent of the population
served by Blue Cross under its regular program and the eligibility
limits under the State's Medicaid program. In California and New
Mexico the number of persons served by the plans under the Medicaid
program was equal to approximately 54 percent of the number served
under their regular program.

When the numbers of persons served by intermediary or fiscal agents
under each of the three government programs are added together, it

appears that in 6 States the Blue Cross plans served more persons under
government programs than they did under their regular business. These
States were California, Montana, New Mexico, South Dakota, Washington
and West Virginia. In other States the number of persons served under
government programs ranged from 6 percent of their regular business
enrollment in the District of Columbia to 79 percent in Texas.

In general, the number of persons served under government programs in
relationship to their regular enrollment was highest in the Mountain
or Pacific States and lowest in the Middle Atlantic States.

Blue Shield . --Blue Shield plans served nearly 16 million persons in

1968 under the Medicare, CHAMPUS and Medicaid and related welfare
programs. The number of persons served by the plans in a fiscal agent
capacity under government programs was equal to 26 percent of Blue
Shield's regular business enrollment.

The 32 Blue Shield plans used as fiscal agents under Part B of the
Medicare program served approximately 11 million persons under that

program-- 19 percent of the total regular business enrollment of all

Blue Shield plans in the United States. The plans serving the largest

number of persons under Medicare in relation to the number of persons
served under their regular program were: the South Dakota plan serving

78,000 persons under Medicare-- 104 percent of its regular business;
the Florida plan serving 808,000 persons--72 percent of its regular
enrollment; the California plan serving 978,000 persons--68 percent

of its regular enrollment.

Under CHAMPUS, the 63 Blue Shield plans that were used as "physician

contractors" served an estimated 1.5 million persons--equal to 2.5

percent of Blue Shield's national regular enrollment. Over 22 percent

of the persons served under CHAMPUS are in the State of California;

here the CHAMPUS beneficiaries are equal to almost one-quarter of the

Blue Shield plan's regular enrollment.

_6/ Some of these same persons were also served by Blue Cross under
the Medicare program.
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Under the Medicaid program Blue Shield plans served, it is estimated,
nearly 3 million persons--equal to 5 percent of Blue Shield's total
regular enrollment. The figure includes the persons served in the 12

Title XIX States and in 4 other States which used Blue Shield as a

fiscal agent in providing care to recipients of old-age assistance and
medical assistance for the aged programs. Blue Shield in California
served 1.5 million people in 1968 as a fiscal agent under "MediCal"--
the State's Medicaid program--a number equal to 107 percent of the
plan's regular enrollment.

Under all three government programs the Blue Shield plan in California
served nearly 3 million persons--a Imost twice the plan's regular business
enrollment. Other States in which the number of people served by Blue
Shield under government programs exceeded or approached the number served
under regular business were: South Dakota (107 percent), Montana (87
percent), Texas (80 percent), and Florida (76 percent).

Claims Paid

Blue Cross . --The amount of claims or benefits paid by the plans as

intermediaries or fiscal agents under these government programs, in

relation to the claims expense under their regular business, gives
another measure of the activities of the plans in this role.

In 1968 the Blue Cross plans in the United States had total claims
expense under their regular business of $3.6 billion. In the same
year the plans paid $3.7 billion in claims under Medicare, 104 percent
of their regular business (table 3). The plans in 27 States paid more
in claims under Medicare than under their regular business. The Montana
plan paid to hospitals, etc., under Medicare an amount equal to 507

percent of the claims expense under its regular business. Other States

in which the plans paid out in claims under Medicare more than twice
what they paid under their regular business were Florida, Washington,
Arizona, New Jersey, Iowa, Nebraska , Minnesota, and Idaho.

Among the reasons for the plans' relatively greater involvement as

measured by claims expense than persons served are the broad breadth

of benefits under Medicare and the fact that the aged persons use more
than twice as much hospital care as younger persons. Where a plan has

only a small percentage of the State's population enrolled and provides

a relatively narrow scope of benefits, benefits paid under Medicare

will be high in relation to those paid under its regular program.

Under the CHAMPUS program Blue Cross plans paid $67 million in hospital

claims in 1968. This amount is only 2 percent of the benefits paid

under Blue Cross' regular business. However, in a number of States

benefit payments under CHAMPUS were a significant proportion of benefit

payments under the plans' regular business--in California, 8. 7 percent;

in Montana, 12 percent; in Washington, 10. 3 percent.
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Under the Medicaid and related welfare programs in 1968 Blue Cross
plans paid to hospitals and nursing homes, it is estimated, about $1.2
billion--equal to one-third of claims paid under its regular business. 7/
The New Mexico plan had benefit payments under Medicaid that were thre^
times greater than the claims paid under its regular business. The
Los Angeles and Oakland plans in California paid out twice as much in
claims under Medicaid as under their regular business.

As intermediaries or fiscal agents under the Medicare, CHAMPUS, and
Medicaid programs, Blue Cross plans paid out nearly $5 billion in

payments to hospitals and other providers of care in 1968, an amount
equal to 139 percent of claims expense under the plans' regular business.

In the case of some plans the volume of payments made under these
government programs dwarfed their regular business. The New Mexico
and Montana plans paid out 5 times more as intermediaries or fiscal
agents than under their regular business. The California Blue Cross
plans paid out $220 million on behalf of their regular subscribers and

$920 million under government programs.

Blue Shield Plans . --The Blue Shield plans in 1968 had claims expense
under their regular business of almost $1.5 billion. As intermediaries
or fiscal agents under Medicare Part B, CHAMPUS, and Medicaid, the
plans paid out over $1.2 billion--81 percent of the payments under
their regular business (table 4).

Under Medicare Part B, the 32 Blue Shield plans used as fiscal agents
paid out $868 million to providers of service or beneficiaries, equal
to 59 percent of the total claims expense of all of the plans under

their regular business. As in the case of the Blue Cross plans, many
Blue Shield plans paid out more in claims under Medicare than under

their regular business. The Florida plan paid out 4.4 times as much
under Medicare as under its regular business. The South Dakota and

the Utah plans both paid more than 3 times as much under Medicare as

under their regular business.

The Blue Shield plans used under CHAMPUS in 1968 paid out $55 million
in benefits, an amount equal to 4 percent of the regular business claims

of all plans. The benefits paid under this program as a percent of

those paid under regular business ranged from one percent in Michigan
to 23 percent in California.

Blue Shield plans paid out in 1968 an estimated $280 million as fiscal

agents under Medicaid and other welfare programs--an amount equal to

approximately 19 percent of all claims paid under regular business.

The plan in California paid out $180 million to physicians and other

providers for service under the State's Medicaid program- -equal to 64

percent of benefits under its regular business.

7/ It is possible that payments made by the plans under Medicaid may
have been overestimated in that it has been assumed that the plans

pay for nursing home care as well as hospital care.
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As with Blue Cross, the fiscal agent activity of some plans dwarfs
their regular business. California Physician Service pays out in
benefits under all three government programs 3.8 times as much as under
its regular business. The Florida plan pays out 4.5 times as much,
the Texas plan 3.7 times as much. In eleven States the Blue Shield
plan or plans paid out more under governmental programs than they did
under their regular business.

Administrative Expense

Another basis for measuring the importance of the activities of the
plans as intermediaries or fiscal agents is administrative expense.
Tables 5 and 6 compare the operating expense of Blue Cross and Blue
Shield plans, respectively, under their regular business, and the
amounts paid to them for administrative expense for their services
under Medicare. Nationally, the administrative expense of the Blue
Cross plans under Medicare in 1968 amounted to 19 percent of aggregate
operating expense under regular business. For Blue Shield, the pro-
portion was 48 percent. The higher proportion for Blue Shield is due
to the more complicated benefit structure of Medicare's medical insurance
program and the fact that the scope of Medicare's medical benefits is

considerably broader than the regular contracts of most Blue Shield
plans

.

Where a plan serves large numbers of Medicare beneficiaries in relation
to its regular business, its administrative expense under Medicare be-

comes large in relation to its operating expense under regular business
Examples are the Arizona Blue Cross plan which had Medicare administra-
tive expense equal to 39 percent of its regular operating expense; the
Columbus, Georgia plan, with a ratio of 42 percent, the New Mexico
plan with a ratio of 51 percent. The Blue Shield plans with high
ratios of Medicare administrative expense to regular operating expense
were: Florida, 146 percent; Kansas City, 86 percent; South Dakota,

123 percent; Seattle, Washington, 124 percent.

INSURANCE COMPARES

There is no point in developing figures on the number of persons served

by the 17 insurance companies which act as intermediaries or fiscal

agents, since data on the number of persons served by these companies
under their regular business are not available. Data on claims paid

under governmental programs in comparison with claims paid under their

regular group business will sufficiently indicate the extent of

insurance company involvement.

Table 7 shows the companies, listed alphabetically, which serve as

intermediaries or fiscal agents under one or more of the three

programs under discussion. No single company, it will be noted, serves

in this capacity under all three programs, but several companies serve

under two of the programs.
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Seventeen insurance companies (out of the several hundred companies
writing group accident and health insurance) serve as intermediaries
or fiscal agents under the three programs, six under Part A of Medicare,
fifteen under Part B, three under CHAMPUS, and five under State Medicaid
programs. Together the companies paid out $940,000,000 in claims or
benefits under the three programs. This was equivalent to a little
more than 19 percent of the $4.8 billion paid out in claims in 1968 by
all insurance companies under all group health care insurance (not
including disability or wage loss business). The seventeen companies
involved had total claims expense under their own group accident and
health insurance business (including disability or wage loss) of $3.7
billion, so that for them the claims paid under these governmental
health programs was equal to one quarter of their total group business.

Among the individual companies the payments made under the governmental
programs ranged from 7.3 percent to 832 percent of claims expense under
their regular group accident and health business. In the case of the

six companies (Travelers, Aetna, Prudential, Mutual of Omaha, Occidental,
and Nationwide) which have the largest amounts of benefits paid under
governmental programs ($733 million in the aggregate), claims paid
under governmental programs were equal to 37 percent of claims expense
under all their regular group accident and health business.

Table 8 shows administrative expense incurred by the companies under
Medicare, compared with their administrative expense under their
regular group accident and health business.

OTHER ORGANIZATIONS

Under Part A of Medicare three "other" health insurance organizations
served as intermediaries. They are the Intercounty Hospitalization
Plan of Jenkintown, Pennsylvania, the Kaiser Foundation Health Plan,

and Cooperativa De Salud De Puerto Rico. Community Health Association
of Detroit also served as intermediary for part of 1968.

The Intercounty Hospitalization Plan is a nonprofit organization, which
covers hospital care only and functions like a Blue Cross plan. It

serves an area of four counties (Bucks, Montgomery, Chester, and Lancaster)

outside Philadelphia and serves 49 hospitals as an intermediary under

Part A of Medicare. It has a regular enrollment of approximately
200,000. As an intermediary under Medicare, it paid out to hospitals
in 1968 $59.9 million, an amount approximately 15 times greater than

the amount of its benefit payments ($8.7 million) under its regular
business

.

Kaiser Foundation Health Plan serves as an intermediary under Part A

of Medicare for its own hospitals which serve its members almost
exclusively. The Plan made payments to these hospitals of $11,699,000
in 1968 for reimbursable services rendered by the hospitals. Cooperativa
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De Salud of Puerto Rico (possibly this organization should be considered
to be an insurance company) served 8 hospitals as an intermediary and
made claim payments in 1968 of $2,661,000 under the program.

Community Health Association of Detroit served as an intermediary during
1968 for its own hospital which provides care to its subscribers. It

made claim payments of $735,000 under the program. It has since ceased
to serve as an intermediary.

Under Part B, only one organization other than a Blue Cross or Blue
Shield plan or an insurance company acts as a carrier or fiscal agent.
This is Group Health Insurance, Inc. , a nonprofit community individual
practice plan in New York City. Group Health Insurance, with a regular
enrollment of approximately 1,100,000, serves as a carrier or fiscal
agent for the Borough of Queens, in which reside approximately 204,000
Medicare Part B enrollees--a number equal to 19 percent of the plan's
regular enrollment. It paid claims under Medicare in 1968 of $14,210,000,
equal to 37 percent of the benefits paid under its regular program.

SOURCES AND METHODOLOGY

Regular Business of Insurance Organizations

Data on enrollment and financial experience under the regular business
of Blue cross- Blue Shield plans, insurance companies, and other health
insurance organizations (formerly called "independent" plans) are from
Louis S. Reed, "Private Health Insurance, 1968: Enrollment, Coverage
and Financial Experience," Social Security Bulletin , December 1969.

Data on enrollment and finances of individual Blue Cross and Blue

Shield plans are from Louis S. Reed, Willine Carr, and Maureen Dwyer,

"Enrollment and Finances of Blue Cross and Blue Shield Plans , 1968,"

Research and Statistics Note No. 22- 1969.

Data on claims expense and operating expense of individual insurance

companies under Group policies are from the Argus 1969 Chart of Health

Insurance ,
published by National Underwriting Company.

Data on enrollment and benefit expenditure of individual "other" health

insurance organizations are from ORS 1969 survey of all plans of this

type. Results will be published in forthcoming report by Louis S.

Reed assisted by Maureen Dwyer, Health Insurance Plans Other Than Blue

Cross, Blue Shield Plans or Insurance Companies^ 1969 Survey .

Medicare Program

Data on number of persons served by Blue Cross and Blue Shield plans

as intermediaries or fiscal agents under Medicare are from unpublished

data of ORS on the number of persons in each State entitled to Medicare's



hospital insurance benefits and supplementary medical insurance benefits,
respectively, as of January 1, 1969, based on data recorded as of
July 10, 1969. Similar data for July 1, 1968 were published in "Health
Insurance for the Aged: Number of Persons Insured, July 1, 1968,"
Office of Research and Statistics, Health Insurance Statistics HI-17,
and similar data for July 1, 1969 will be published by ORS in due
course

.

In the case of persons entitled to hospital insurance in States served
by more than one Blue Cross plan, no attempt was made to distribute
them by plan areas within the State. It was assumed that the Blue
Cross plan or plans serving a State served all persons within the State
entitled to Medicare's hospital insurance benefits, despite the fact
that some hospitals (very few in most States) designated an insurance
company as their preferred intermediary or desired payment directly
from the Social Security Administration.

In the case of Blue Shield plans serving as carriers or fiscal agents
and where a State was divided between two or more Blue Shield plans or

one or more Blue Shield plans and an insurance company, the number of
enrolled persons in the jurisdiction of each carrier was estimated on
the basis of data on number of persons in each county enrolled in the
medical insurance program as of July 1966- December 1967, as given in
Medicare, 1966-67: Reimbursement by State and County , Office of Research
and Statistics.

Benefit payments by the individual Blue Cross plans under Medicare's
hospital insurance program and on the administrative expenses of the
plans in making such payments are from unpublished data of the Bureau
of Health Insurance, Social Security Administration, set forth in
Administrative Cost Data - Part A for fiscal year 1968 and fiscal
year 1969, respectively . The figures for these two fiscal years have
been averaged in order to obtain estimated data for calendar year 1968.

Benefit payments by the individual Blue Shield plans under the medical
insurance program and on the administrative expenses incurred are
similarly taken from Administrative Cost Data Part B , for fiscal years
1968 and 1969, respectively. Again the figures for the two years have
been averaged to obtain data for calendar year 1968. Similar data for

insurance companies and other organizations serving as carriers under
Part B were derived from the same source and in the same manner.

CHAMPUS Program

Basically the data on persons served by and claims paid by private
organizations serving as "contractors" under the CHAMPUS program are

from the CHAMPUS, Twelfth Annual Report of the Civilian Health and

Medical Program of the Uniformed Services--Calendar Year 1968 ,

published by the Department of Defense.
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The report (p. 37) states that the estimated number of potential
beneficiaries under the program is 6.1 million person^ of which about
4.1 million were dependents of active duty personnel and 2.0 were
retired personnel and their dependents and dependents of deceased
personnel. The report states that "Among all beneficiaries, it is
estimated that about 35 percent of the inpatient care and about 10
percent of the outpatient care occur under the auspices of CHAMPUS"
(p. 37).

Using the first figure it was assumed that the program served in the
United States a total of 1,435,000 dependents of active duty personnel
and 700,000 retired personnel and dependents, etc. The number of
persons in each category served by CHAMPUS was then allocated among
the States on the basis of the distribution by State, of hospital
admissions in 1968 of dependents of active duty personnel (table E 16,

p. 45) and of dependents of retired or deceased personnel (table 21,

p. 51). Chart 2 (p. 17) shows the hospital and physician contractors
serving each State.

Data on hospital and physician claims paid in each State by the contrac-
tor or contractors serving that State were taken from tables 5B and 5C,

and 6B and 6C, respectively (pp 23, 24, 26, 27), the figures for each
half-year being added to derive data for the calendar year 1968.

Medicaid Program

The people served by the Medicaid program do not constitute an eligible
population at risk in the same sense as the beneficiaries of the Medi-
care and the CHAMPUS programs. Some of those served-- those currently
receiving cash assistance payments under Old-Age Assistance, Aid to

the Blind, Aid to the Permanently and Totally Disabled, and Aid to

Families with Dependent Children--can be considered to be a population
at risk. However, the programs of most States also provide some care
to medically indigent persons, i.e., persons of low income who do not

receive cash assistance and who apply for medical assistance because
they have suffered a serious illness and are unable to pay for needed
care. Some States make provision for persons with incomes under

specified levels and not receiving cash assistance to apply for

eligibility for care under Medicaid in advance of specific need for

medical care. However such States are in the minority.

Lacking any better basis, the number of persons served by fiscal agents

under State Medicaid programs was estimated as the sum of (a) the number
of persons who received cash assistance in December 1968 under the four

categorical assistance programs (drawn from table 7, Public Assistance- -

Annual Statistical Data, Calendar Year 1968 , NCSS Report A-7 (CY 68),

National Center for Social Statistics, Social and Rehabilitation Service)

and (b) the number of different persons not receiving money payments

for whom vendor payments for medical care were made during the first
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half of 1968 (drawn from Recipients and Amounts of Medical Vendor
Payments Under Public Assistance Programs, January- June 1968 , NCSS
Report B-3 (1-6/68), National Center for Social Statistics). (Data on
the number of persons not receiving money payments for whom vendor pay-
ments were made during the last half of 1968 are available, but since
many of these persons are the same as those for whom vendor payments
were made in the first half of the year, the two sets of numbers cannot
be added.) It may be noted that this procedure results in a gross
understatement of the number of potential beneficiaries of Medicaid,
since many of those aided applied only because they needed and received
Medicare care. (A count of only enrollees under Blue Cross who received
hospital care in a given year would result in a figure equal to about
one-eighth of the total number of enrollees.)

Information on the States making use of private health insurance
organizations to pay hospitals or physicians or other providers of care
under Title XIX or non-Title programs was obtained from the Social and
Rehabilitation Service (memo entitled Summary of Fiscal Agents , dated
September 19, 1969).

The amount of payments made by Blue Cross and Blue Shield as fiscal
agents under Medicaid and related welfare programs was determined on
the basis of data on vendor payments in each State for medical care,
by type of care (see tables 8 and 9, Public Assistance: Vendor Payments
for Medical Care by Type of Service, Calendar Year Ended December 31,

1968 , NCSS Report B-2, National Center for Social Statistics )o In
allocating payments to Blue Cross or Blue Shield, it was assumed that

Blue Cross would pay for inpatient hospital care, nursing home care,

drugs and "other" care, and that Blue Shield would pay for physician
services, "other practitioner services" and dental care. The amount of

payments may have been overestimated since the data on types of services
for which agents were used were not comprehensive.

The same sources and procedures were used in developing data on payments
made by insurance companies under this program.
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TABLE 5,--Rlup Cross plans: Adi:iinis tra tive expense for hospital benefits under regular business,
under Medicare (HI), 1968

Jin taoiisancis, except for percentag£/

and expense as intermediaries

State an'l plan

Under
regular
business

Percen t

;;f

regular
1)US 1 -

ness

State and plan
Under

rcpular
busi ncss

Total

United States

Alabama, Birminghar.i J_/

Alas'ea (served by Seattle, !Jash.,

plan)

Arizona, Phoenix
Arl'ansas, Little Rod ,

California
Los Angeles 1_/

Oakland 1^/

Colorado, Denver
Connecticut, New Haven
Delaware, './ilmington

District of Columbia, Uashington.
Florida, Jacl'sonville

Georgia
A tlan ta

Columbus
Hawaii (no Blue Cross plan)

Idaho , Boise , . . . ,

Illinois
Chicago
Rockford

Indiana, Indianapolis
Iowa

Des Moines
Sioux City
South Dakota

Kansas, Topeka
Kentucky, Louisville
Louisiana »

Baton Rouge
New Orleans J^/

Maine, Portland
Maryland, Baltimore
Massachusetts, Boston
Michigan, Detroit
Minnesota, St. Paul

Mississippi, Jackson
Missouri

Kansas City

St , Louis
Montana, Great Falls

Nebraska, Omaha
Nevada (no Blue Cross plan)
New Hampshire, Concord

New Hampshire
Vermont = . . .

New Jersey, Newark
New Mexico, Albuquerque

$?i:.bl9 $40.301

,756

1 ,b83

1S,72H

11 ,920

6,808
2,203
3,843

730

3,088

3,734

1 ,499
'.41

858

fal3

9,538
3,883

655

5,306

2,958
2,350

603

2,590
1 ,958

3,554

1 ,909

1 ,645

895

3,180
7,842

12,313
3,883
3,071

4,019
1,472
2,547

396

1 ,453

1,329

1,329

7, '131

321

1,763

2 , 386

1,377
701

282

174

380

1,296
578

213

360

179

2 , 642

2,592
49

1 ,099

670

454
216

376

758

810
549

261

158

731

^,171

1 ,558

933
300

1 ,280

426
854

148

1 99

331

331

1 ,363

162

3'J.3

19.5

20.1
20.0
20.2

31.8
7.3

23.8

12. 3

34 .7

38.6

34.0

42.0

29.2

27.7
2 9.2

7.5

20.7

22.6

19.3

35.5

14.5
38.7

22.8
28.8

15.9

17.6

23.0
27.7

12.7
25.3
9.8

31 .8

28.9

33.5
37.4

13.7

24.9
24.9

17.2

50.5

New York

Albany
Buffalo.
Jame s to\^\

Nev; York City
Roches ter

Syracuse
Utica
Watertown

North Carolina, Chapel-Hill-
Durhani J_/

North Dakota, Fargo
Ohio

Can ton

Cincinna ti

Clevel and

Columbus
Liiiia

Toledo
Youngs town

Oklahoma, Tulsa

Oregon, Portland U
Penns) Ivania .

A 1 len town

Harrisburg
Philadelphia
Pittsburgh
l-.'ilkes-Brrre

Rhode Island, Providence
South Carolina, Columl ia

South Dakota (served by Iowa

plan)

Tonnes see

Cha t tanooga
Memphis

Texa s , Da 1 la s

Utah, Salt Lake City
Vermont (served by N.H. plan)

Virginia
Richmond
Roanoke

Washington
Sea t tie

Alaska
\Jt'St Virginia

Bluefield
Cha r Ic s ton

Parkershurg
U'hee 1 ing

Wisconsin, Milwaukee
'.Jyoming, Cheyenne

Puerto Rico

$''1
, 1 98

1 ,410

2,231
133

24,540
1 ,279

929

501

120

6,351

8-8

10,434
381

3,212
3,808
1 ,128

217

1 ,092
506

1 ,615

2,436
15,763

747

2,273
5,672

6,179
897

1 ,486

1 ,040

5,105
3,963

1 ,142

",327
738

3,337

3,550
237

2,830
2,830

7C9

59

404
90

236

5,462
211

S4,019

247
L»\

lilt

2,639
259

187

138
24

904

180

1,926
124

6U4

633
248

J ^

142

1 13

525

35Q

2,163
88

340

536

1 ,002

197

336
412

H44

608

236

1 ,374

142

723

ei8

105

390

390

498

192

62

244

874

76

921 106

1_/ Includes administrative cost for medical-surgical plan.



TABLE 6. --Blue Shield plans: Administrative expense for surgical-medical benefits under regular business, and expense as
carriers under Medicare (SMI) , 1968
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/Ir thousands, except for percentage/

State and plan
Under
regular
business

Percent
of

regular
busi
ness

State and nlan
Under
regular
business

Under SMI

Percent
of

regular
busi-
ness

Total

United States

Alabama, Birmingham
Arkansas, Little Rock.

California, San Francisco
Colorado, Denver
Delaware

District of Columbia
Florida
Illinois

Chicago
Rockford

Indiana, Indianapolis
Iowa

Kansas
Maryland, Baltimore
Massachusetts, Boston

Michigan, Detroit
Minnesota, Minneapolis
Missouri

Kansas City ,

St. Louis.
Montana, Helena
New Hampshire-Vermont, Concord

New York
Albany
Buffalo
Jamestown
New York

$143.205

142.457

2,756
1,683

14,396
2,199

7 30

4,404
3,402
3,712
3,610

102

3,482

2,333
2,562
2,537
8,113

12,918
3,420
3,769
1,358
2,411

844

1,543

20,972

1,277
2,514

140

14,320

S68_,723

58,434

938

622

10,634
1 ,580

382

1,007

4,956
3,290
3,290

1,880
1,646
1,196
1,212
3,980

4 ,133
739

1,165
1,165

363

888

9,840

1,029

8,250

48.0

34.0
37.0
71.4
71.9

52.3

22.9
145.7
88.6
91.1

54.0
58.1

46.7
47.8
49.1

32.0
23.1
30.9

35.3

43.0
57.6

46.9

40.9

57.6

New York --Continued
Rochester
Syracuse
Utica

North Dakota, Fargo
Ohio =

Cleveland
Co lumbus

Pifnnsy Ivania
,
Camp Hill

Rhode Island, Providence
South Carolina, Columbia
South DzVcta, Sioux Falls
Texas , Dallas ,

Utah , Salt Lake City

Vermont (served by New Hampshir'
plan)

Virginia
Ri chmond
Roanoke

Washington
Bremerton
Seattle
Seattle (WPS)

Spokane
Tacoma
Walla Walla
Wena tehee ,

Wiscons in

Madi son

Milwaukee =

Puerto Rico

SI, 222

927

572

1,034
8,194
2,417
5,777

12,405

1 ,352

! ,065

259

5,572
932

3,757
3,334

373

5,242
312

1,816
1,^52

731

418
30

83

3,320
2,909
2,911

$561

326

990
990

,820

574

588

319

,421

357

2,257

',257

2,276

1 ,578

698

31.5
12.1

41.0

38.9

42.5
35.2

123.2
97.3
36.4

43.1

124.3

39.1

54.2
'^4 .0

748 294 39.3
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TABLE 7 . --Insurance companies: Clairi paymeiiCs tinder regular group accident and health business, and paymcrcs as intermediaries
or fiscal agents under government pjngrans,

_/In tliousands, except for percentage^/

Company

Claitr*

payments
under regular

hus ine s b

Claiin payments unifer f.overnnent: programs

Total Med icare

CHAMPUS Medicaic'

Anion n t

Percen t

regul ar

bus ine -^s

HI SMI

$3 735 237 $939,733 2 5.2 $378,598 $462 ,264 $48,769 $50,102

Aetna 723 003 163,152 22.6 1 10 , 198 48,242 4,752
21 ,027 7.3 20,257 $770

171 406 20,761 12.1 20,761
6!281 1,125 17.9 1,125

363,725 29,447 3.1 --- 29,447
55 ''32 21,910 39.7 21,910

1 214 10,100 831.9 10,1 oo
213 848 18,276 8.5 18,276
555!562 37,006 6.7 37,006
106 540 124,088 1 16.5 66,874 10,340 46,874
20,754 62,233 299.8 15,572 46,661
117,057 67,354 57.5 67 , 354

12,413 17,083 137.7 15,422 1,666
28,222 18,542 65.7 18,542

415,251 125,760 30.3 42,987 55,562 '7,211

610,808 190,789 31.2 132,867 46,941 10,981
45,918 11 ,035 24.0 5,543 5,492

TABLE 8, --Insurance companies: Administrative expense under regular group accident and health business, and expense as Inter-
mediaries or carriers under Medicare, I'^bS

An thousands, except for percentage/

Administrative expense under Medicare

Company

Administra-
tive expense
under regular
business

Total

HI SMI

Amount

Percent
of

regular
business

Total $434,302 $38,581 8.9 $4,877 $33,704

78,114 4,291 5 5 1,238 3,053

36,615 1 ,189 3 2 1,189

51,715 1 ,646 3 2 1,646

41,202 '',105 5 1 7,105

6,601 1 ,673 25 3 1,673

300 122 40 7 122

25,714 1,928 7 5 1,928

48,842 3,266 6 7 3,266

10,211 1,897 IS 6 1,174 723

5,711 4,071 71 3 301 3,770

10,937 5,013 45 8 5,013

7,674 1,530 57 2 1,530

3,870 1 ,625 42 0 1 ,625

46,909 3,857 8 2 6 36 3,221

57,077 3,846 6 7 1 ,406 2,440

7,810 522 6 7 522
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